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Reminder 






How Soon? 




Conventions of BoP 
Accounting 

Exports of goods, services, income 
receipts, and monetary (govt.) gold 
= cr or + 

Imports of goods, services, income 
payments, monetary (govt.) gold = 
dr or - 

Capital inflow - an increase in our 
liabilities to foreigners or a 
decrease in our foreign assets = cr 
or + 

Capital outflow = a decrease in our 
liabilities to foreigners or an 
increase in our foreign assets = dr 


or - 


Yogi Berra 



“I don ’t want to 
make the wrong 
mistake. ” 


Quick test: 

I mail my Uncle Harry who 
lives abroad a $20 bill. 

Question: Is this a capital 
inflow or outflow ? 





Capital inflow = an increase in our 
liabilities to foreigners or a decrease in 
our foreign assets = cr or + 

Capital outflow = a decrease in our 
liabilities or an increase in our foreign 
assets = dr or - * 



Quick test: 

I mail my Uncle Harry who 
lives abroad a $20 bill. 

Question: Is this a capital 
inflow or outflow? 



Capital inflow = an increase in our 
liabilities to foreigners or a 

decrease in our foreign assets = cr or + 


So I have created a capital inflow. 

Moral : Apply the rules and don’t think 
about flowing out and in. 



Other Conventions: 


■ Generally, transactors and 
institutions are classified as 
domestic or foreign by 
location, not ownership. 

- Toyota USA is American 

- NationsBank subsidiary in 
London is British 


Exceptions for tourists and 
students 



Barter Transaction: 

U.S. exports $1 of wheat 
in exchange for $1 off 



cloth imports . 


cr + dr - 

Goods Exports $1 
Goods Imports $1 



Official Gold Transaction: 

U.S. exports $1 of wheat 
in exchange for $1 of 
Russian gold . * 



US assets abroad: 
Official 
Govt, gold 
Goods Exports $1 


. 1 


- — 1 


A 



$1 



Moral : Don’t think about whether it 
is “good” to gain gold. Just follow 
the rules! 


*In the 1960s, the U.S. government made 
such a deal with the old Soviet Union 
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Exports for Money 

Transaction I: 


U.S. exporters sell $1 of 
wheat and receive $1 in a 
foreign-located demand 
deposit 



Goods Exports $1 
US assets abroad: 



Private 
Bank deposits 



(Increase in our foreign assets.) • 


Exports for Money 

Transaction II: 


U.S. exporters sell $1 of 
wheat and receive $1 from 
a demand deposit held by 
a foreigner in the U.S . 


cr + 


Goods Exports $1 


Foreign assets in US: 

Private 

Bank deposits 

(Decrease in our liabilities 
to foreigners) 


dr - 




Imports for Money 

Transaction: 


U.S. importers buy $1 of 
cloth and pay $1 from a 
demand deposit they have 
in a bank abroad . 


Goods imports 



US assets abroad: 
Private 

Bank deposits $1 



(Decrease in our foreign assets) • 


Purely Financial 

Transaction: 


U.S. investor buys $1 of 
U.K. stock and pays with 



US assets abroad: 
Private 



Stocks 



Bank deposits $1 


(Decrease in our foreign assets in 
bank deposits offset by increase 
in our foreign assets in stocks) 


Remission of Dividends or 

Interest : U.S. firm pays a 
$1 dividend to a foreigner 
with a check on an 
American-located bank . 


Imports 
Income 
Dividends 

Foreign assets in US: 

Private 

Bank deposits $1 

(We imported the services of 
foreign capital and increased our 
liabilities to foreigners.) 




Dummy Transactions: 



□ Retained earnings 

□ Unilateral current transfers 

\ 

■ Social Security and priv; 



pensions ||tP^ 

■ Foreign aid and charity \t\ 

■ Personal remittances JJ ^ 

□ Capital account 

■ U.S. govt, debt forgiveness to 
foreigners 

■ Migrants’ transfers as they enter 
and leave the country 

□ Statistical discrepancy i 



Retention of earnings: 
American subsidiary of 
foreign multinational 
earns $1 in U.S. and 



retains it. 


Imports 

Income 



“Pretend” Dividends 
Foreign assets in US: 
Private 

Direct investment $1 




(We imported the services of foreign 
capital and increased our liabilities 
to foreigners.) 


Gift : $20 gift to my Uncle 
Harry abroad 


UNITED STATES OF AMERICA 

L 5 9359 3 98 F 


12 


V L 59359398F 




TiyjiTifuui ,-LAjia 




cr + 


Foreign assets in US: 

Currency $20 

Unilateral current 
transfers: 

Personal remittances 

(A dummy debit entry under 
unilateral current transfers 


dr - 



$20 


balances the capital inflow credit.) 



Gift to myself as a migrant 

leaving the U.S. : I take $20 
bill with me as I depart. 



cr + 

dr - 

Foreign assets in US: 


Currency $20 


Capital account 

$20 


(A dummy debit entry under 
capital account balances the 
capital inflow credit.) 



Gift to foreign govt, when 

U.S. govt, forgives past debt 



cr + 

dr - 

US assets abroad: 


Govt, loans $1 


Capital account 

$1 


(A dummy debit entry under 
capital account balances the 
capital inflow credit.) 



A note on initial 
allocations of SDRs 


The IMF created and 
distributed SDRs to its 
member states as “gifts” at 
various points in the past. It 
could happen again in the 
future. Current practice is to 
omit these gifts entirely from 
the balance of payments. They 
are not shown as an addition to 
the SDR stock. Thus, there is 
no need for a dummy 
counteracting entry when new 
SDRs are allocated. 



So you don’t 
have to worry 
about it. 




Since measurement is 
imperfect .. 





...the “statistical 
discrepancy” is added 
so that credits - debits. 



Sen. Everett M. Dirksen 



“A billion here, a billion 
there, and pretty soon 
you ’re talking about real 

money. ” 


Commonly-Computed 

Balances: 


□ “Trade balance” or 
“merchandise trade balance” 
(goods) 

□ Balance on goods and 
services (GDP) 

□ Balance on goods, services, 
and income (GNP) 

□ “Current account” = balance 
on goods, services, and 
income plus unilateral current 
transfers = (with sign reversed) 
capital account + financial 


account 





Balance of Payments 


\ 




Lessons 


□ Accounts are based on 
standard double-entry 
bookkeeping 

□ But terminology can be 
confusing 

□ Accounts involve flows of 
goods, services, income, and 
asset holdings 


□ Various balances can be 
computed from flow 
categories such as “current 
account” 



• • 



More Lessons / 

□ Mirror-image relation 
between net exports and 
financial flows is apparent in 
accounts 

□ Accounts can be used to track 
net flows of financial assets as 
well as goods flows (exports 
and imports) 

□ But significant measurement 
problems are present. 

Caution advised! ^ 
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FINAL 



Topic 







Slow Start 



Introductory empirical review 
Comparative advantage 

- Supply-side view of trade pattern 

- Original Ricardian model 

- Heckscher-Ohlin approach 


Gaining Speed 



■ Commercial policy 

- Tariffs 

- Tariff measurement 

- N on-tariff barriers 

■ Trade integration 


Rolling along 



Changes in exchange rates 
Purchasing-power-parity 
Price-specie-flow 
Spot/forward exchange rates 
Macro policy 
Balance of payments 
International monetary system 


Time to bring class to 
a graceful conclusion ° 



Time to bring class to 
a graceful conclusion ° 


Time to bring class to 
a graceful conclusion ° 




Evolution of the 
International Monetary 
v System / 


□From the Cave 
Man to World War 




€ 






□Post- World War II 
□The Present 
□The Future 


Willi 





Pre- World War II 


■ Barter — > precious metals 

■ Development of banking 

■ 19th century gold standard 

■ Anti-gold Populist agitation in 
the U.S. 

■ Break down of gold standard 


during the Great Depression 

■ $35/ounce 

■ The pre-war “Golden 







Pecuniary: 

adj., of money or 
monetary payments. 


tary: 

a adj., of money or 
monetary payments. 



< [Pecun 


^ ^ mry: 

\ adj., of money or 
monetary payments. 


Gold Coins 



Macedonia 
circa 350 BC 



Rome 
44 BC 





Swedish Copper Episode 


\ slciiih, user] for the transport of heavy copper com 

\ >a v m e n is. D a hi T* o rn * til, h <\Uo i 


s ] j v smelters in Dalarna w hen makim 



1 1,4s : j u- 


A 


coin 


sleigh and men carrying copper money 
of Riksbanknt in Eric Dalilberjzh > 


on their backs. Detail from 
Sitrcia Aniiquti rt Hodi/ruu, 


an 


etch ini: 



Mexican soap 
money 


Fig. 19 — Soap money of Mexico . 
Value , Vs real , or 
lVi cents . 




1 'hot (tgra jih from l arran Zerlje 

Tins "n\\K xovf. ’ is m.\h,; from ti-:a 

In Siberia. Tibet, ami Mongolia one finds "brick tea monn" in use 
^mcrchantssucep up tea dust and scraps of leaver tr..m the warc- 
hou>e lloor and press the refuse mm inscribed bricks This spec, men 
slightly enlarged. shrMvs one of the four segment* of a brick which is 
so made as to he easily divided for making "change." 


Mongolian 
tea money 





Banknote 






'‘id April, iyt$ 


Vp^c Orjvtmiorji 3c Com?an if t£ the B* #n£ SixwiAttt 

jf mnJUtmtcJ h/Actc^^rr&svnmt Do .here U- oLl jgie : 
|tiw[iifcLveEtJO pavtxt CtTthj; 

* ^(^'/'^“IWrlyr pof rjifis Scats on 




Central Banks 



Bank of England in 1827 



What is price “stability”? 


Price of Wheat 
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Source: NBER 


1933 


What is price “stability”? 


Index of General Prices: 1860-1913 
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hhttp://www.nber.org/databases/macrohistory/ 
t data/04/m04051 .db 
t Federal Reserve Bank of NY 



Civil War Greenbacks 




F ree Silver Pamphlet 



HOW TO RESTORE IT 


England 


America? 


An Address to 


Eastern Business Hen by 
Their Western Patrons. 


PUBLISHED BY THE 

MONTANA BIMETALLIC LEAGUE. 


HELENA, MONTANA 


Every Reader of this Address who 
jji favors a deliverance of his Country from 
.! the bondage of Foreign Debt, will please 
hand this Pamphlet to some friend. 


mblie lo use matter in this 


F ree Silver Pamphlet 




F ree Silver Pamphlet 



■ Democrats 

- Cheap Money 
(anti -gold) 

- Free Trade 

■ Republicans 

- Sound Money 
(gold standard) 

- Protection and 
High Tariffs 


Post-1 896 
Election 





William Jennings 
Bryan (Dem.) 



William McKinley 
(Rep.) 




Excerpts from Bryan’s 
Cross of Gold Speech 

. . .1 come to speak to you in defense of a cause 
as holy as the cause of liberty - the cause of 
humanity. ... 

...Mr. Carlisle said in 1878 that this was a 
struggle between "the idle holders of idle 
capital” and "the struggling masses, who 
produce the wealth and pay the taxes of the 
country”... 



. . . You come to us and tell us that the great 
cities are in favor of the gold standard; we 
reply that the great cities rest upon our broad 
and fertile prairies. Burn down your cities and 
leave our farms, and your cities will spring up 
again as if by magic; but destroy our farms and 
the grass will grow in the streets of every city in 
the country. 




Excerpts from Bryan’s 
Cross of Gold Speech 


...We care not upon what lines the battle is 
fought. If they say bimetallism is good, but that 
we cannot have it until other nations help us, 
we reply that, instead of having a gold standard 
because England has, we will restore 
bimetallism, and then let England have 
bimetallism because the United States has it. If 
they dare to come out in the open field and 
defend the gold standard as a good thing, we 
will fight them to the uttermost. Having behind 
us the producing masses of this nation and the 
world, supported by the commercial interests, 
the laboring interests and the toilers 
everywhere, we will answer their demand for a 

gold standard by saying to them: You shall 
not press down upon the brow of labor 
this crown of thorns, you shall not 
crucify mankind upon a cross of gold. • 



coin’s financial school 



A brutal assault is made by a ruffian upon “ Prosperity,” a 
beautiful woman, in the sight of a prisoner, who trys to break 
his chains that he may go to her rescue. 



§ ALL YE WHO ENTERY" 

[MICRE LEAVE HOPE,,/ 
MSI*' BEHIND " ’ 1 






Cleveland's successful campaign to repeal the Sherman act 
neither cured the depression nor set at rest the debate over a 
gold versus a bimetal standard. The Puck cover above cele- 
brities the I960 passage of the Currency , or Gold Standard, Act 




Was William Jenni 


Bryan the Wizard o 


TKeWONDER- 
FUL WIZARD 

of OZ lTfRANK bauav 

PICTURES BY 
W.W.DENSLPW 




Abbreviation 
for a troy ounce 
of gold. 



Great Depression of the 


□ Hoover 
gold policy 

□ Roosevelt 
goes off 
gold 

□ Roosevelt 
returns to 
gold 


1930s 



□ $35/oz. 


1 ime for change 

Daylight saving time tegan at 

2 am. today. Clocks should 
he moved ahead one hour. 


12 



Lot A koaVi r.'.wi 



FDR 
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During the late winter and spring of 1933 the troubles of the mid- 
Westem farmers were greatly aggravated by innumerable foreclosures 
under mortgages which they were unable to pay. In some sections 
the farmers met the problem by holding so-called "penny auctions” 
through which they saved their property and at the same time ful- 
filled the legal requirements of the mortgage. This photograph shows 
such an auction in progress near Haskins, O., where the Sheriff, to 


satisfy an $800 mortgage, offered at public sale all farm equipment 
owned by Walter Crozier, who operated the L. B. Schaller farm. 
The sale brought a total of $1 .90, the farmers bidding 5 cents each 
for horses, 6 cents for a cow, etc. Next day all the property was re- 
turned to Crozier. The two nooses dangling in the barn door were 
installed as a warning to outsiders not to interfere with the bidding. 
None did. 



The farm disturbances of 1933 reached threatening proportions in 
the district around Pringhar, la., where serious trouble was averted 
only by the presence of two hundred National Guardsmen, hurriedly 
sent into the area by the Governor of Iowa after a judge had been 


beaten by the embattled countrymen. Before the troops arrived a 
posse of farmers captured a lawyer and several deputy sheriffs, who 
were busy foreclosing mortgages, and forced them to kneel and 
kiss the American flag. 




George F. Warren 




